
Chapter II.E

Debt and debt sustainability

1.	 Introduction

Borrowing, both by governments and private enti-
ties, is an important tool for financing investment 
critical to achieving sustainable development, as well 
as for covering short-term imbalances between rev-
enues and expenditures. Government borrowing can 
also allow fiscal policy to play a countercyclical role 
over economic cycles. However, high debt burdens 
can impede growth and sustainable development. 
Debt has to be w

in the case of the heavily indebted poor countries 

(HIPCs) by the support of the international com-
munity. Yet some developing countries are currently 
in debt distress, and several countries have external 
debt exposures that leave them vulnerable to debt 
difficulties from external shocks, such as falls in 
commodity prices or natural disasters. In addition, 
some low-income countries (LICs) are now access-
ing international capital markets, introducing new 
financing opportunities along with new risks, such 
as exposure to volatile international capital flows. At 
the same time, domestic debt issuance has increased 
in many developing countries (see chapter II.B), cre-
ating new opportunities for financing while reduc-
ing currency mismatches for domestic borrowers. 
Nonetheless, domestic debt overhang can be costly 
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Figure 5
External debt of developing countries, 2000 – 2014 
(Percentage of GDP)

Source: United Nations, World Economic Situation and Prospect, 2016, based on data of the International Monetary Fund.
Note: Debt includes US dollar value of external public and publicly guaranteed and private non-guaranteed long-term debt, use of 
IMF credit, short-term debt and arrears.
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and, like other forms of debt, needs to be managed. 
Private debt in emerging market countries has also 
grown substantially since the financial crisis, posing 
systemic risks related to currency and maturity mis-
matches. Indeed, there is a risk that some liabilities 
could get shifted to the public balance sheet in the 
event of large-scale defaults.

Managing sovereign debt and addressing debt 
crises when they do occur has been on the agenda of 
Financing for Development (FfD) since the Monter-
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publishes risk ratings for external debt distress (for 
LICs, see below), foreign reserve adequacy metrics, 
and other vulnerability indicators discussed in 
chapter II.F on systemic issues. The importance of 
any individual indicator depends on country cir-
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tions for endorsing parties, but provide a normative 
approach to defining relevant guidelines and their 
implications for borrower and lender behaviours. 
UNCTAD’s DMFAS will start collecting data on 
the use and implementation of some of these Princi-
ples, across its coverage of developing countries from 
2017. UNCTAD also is currently providing capac-
ity-building assistance to five LDCs on implement-
ing the Principles to identify gaps in the regulatory 
and institutional frameworks in these countries and 
suggest suitable policy reform options.

The Task Force can report on implementa-
tion and development of the initiatives in this area, 
including those mentioned above, building on the 
regular in-house reviews by the relevant international 
organizations. Indeed, understanding the impact of 
these initiatives, including how they impact behav-
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Agenda recalls the need to strengthen information-
sharing and transparency in debt sustainability 
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international debt workout mechanism. Since then, 
international agreements have focused on market-
based solutions, such as contractual clauses in bond 
contracts. The Addis Agenda:

�Á Affirms the importance of debt restructurings 
being timely, orderly, effective, fair and negoti-
ated in good faith. (98)

�Á Welcomes reforms to pari passu and collective 
action clauses proposed by International Capi-
tal Market Association (100)

�Á Encourages countries, particularly those issu-
ing bonds under foreign law, to take further 
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by holding a special event in its Second Committee 
in 2016 on lessons learned from the legislative steps 
taken by certain countries and other actions to limit 
the vulnerability of sovereigns to holdout creditors 
(A/RES/70/190). This event will inform the work of 
the Task Force.

3.4.	 Strengthening national legislation to 
address domestic sovereign debt

There has been an increasing issuance of sovereign 
bonds in domestic currency under national laws. 
The Addis Agenda:

�Á Notes the possibility of countries voluntarily 
strengthening domestic legislation to reflect 
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